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BY GINA M. HERNÁNDEZ
gina@caribbeanbusinesspr.com

Lots of different new 
products were unveiled 

during last week’s Con-
sumer Electronics Show 
(CES) in Las Vegas. But 
almost all of them—TVs, 
phones and other devic-
es—have three character-
istics in common: they are 
smaller, better and cheaper 
than their predecessors. 

Technology companies didn’t hold 
back, and despite the deepening 
economic recession, they came out 
in full force to unveil their latest 
innovations.

Although green has been a topic at 
the CES for the past couple of years, 
this time, with global warming 
and energy saving in the air, tech 
companies are truly embracing 
green technology for all kinds of 
devices, as well as in packaging and 
manufacturing processes.

Next-generation digital TVs, 
personal navigation beyond smart-
phones, streaming media of all 
kinds (TV shows, videos, music, 
etc.), PCs as gaming systems and 
netbooks (tiny laptops) were all hot 
topics during the event.

Nonetheless, the biggest an-
nouncements came from the big-
gest industry players, Microsoft and 
Apple.

MICROSOFT’S NEXT-GENERATION 
OPERATING SYSTEM

Microsoft Corp. CEO Steve 
Ballmer announced the availability 
of the beta Windows 7 operating 
system. A beta product (hardware 
or software) is one that is ready 
for users to test it in real-world 
situations. In this case, Windows 
7 is still under development and 
Microsoft is looking for users to 
test its functionality and report 
any operational inconveniences 
discovered.

Ballmer also announced the 
availability of the latest version of 
Windows Live, a suite of personal 
communications services and 
applications. According to Ballmer, 
Windows 7 and Windows Live are 
part of Microsoft’s pipeline of 
consumer technology designed to 

make communications, sharing and 
multiple tasks easier to perform.

Since Ballmer made the 
announcement last week, the beta 
version of Windows 7 is available for 
download from Microsoft Developer 
Network (msdn.microsoft.com), 
TechBeta (techbeta.org) and 
TechNet (technet.microsoft.com).

CHANGES TO THE OPERATING 
SYSTEM?

According to Ballmer, Windows 
7’s design is more intuitive and 
streamlined, which means everyday 
PC tasks should be simpler and more 
condensed. A new feature, Home 
Group, allows users to connect 
multiple home PCs together to share 
printers and access fi les, music, 
photos and videos.

Another feature, called Play-to, 
allows easier streaming of music, 
video and photos to devices in a home 
network. Supported by Windows 
Media Player and Windows Media 
Center, Windows 7 provides easier 
management of media content by 
synchronizing it to a broader range 
of devices.

In the same forum, Microsoft 
announced alliances with Dell, 
Facebook and Verizon Wireless.

Starting in February, Dell will offer 
Windows Live Essentials (a free suite 
of applications for instant messaging, 
email and photos that complement 
Windows Live on the web) and Live 
Search on most of its new consumer 
and small-business PCs.

Coming soon, although no date 
was specifi ed, Facebook users will 
be able to share their social-network 
content—including photos—direct-
ly into Windows Live.

Last, but not least, Verizon 
subscribers in the U.S. will be able 
to use Live Search to fi nd local 

businesses and shopping 
information, access maps and 
directions, perform general 
Internet searches, and fi nd 
ringtones, wallpapers and 
other online mobile products 
and services.

MACWORLD SAYS ITS 
FAREWELL

Much has been said regarding 
Apple’s participation this year, 
now that company executives 
decided to make this their last 

Macworld Expo ever. A lot more has 
been said about CEO Steve Jobs’ 
absence due to a hormonal-related 
illness.

Apple retired from the event in 
a rather low-profi le way, since the 
company didn’t unveil any breath-
taking new products (last year, for 
instance, it was the iPhone).

Philip Schiller, vice president 
of Apple, introduced software 
upgrades, a new notebook and a 
more versatile iTunes. iLife and 
iWork software suites were face-
lifted with better integration to 
social-networking services and 
over-the-Internet document sharing, 
respectively.

A new 17-inch MacBook Pro was 
added to the family, incorporating the 
thin and light design and technology 
seen in the MacBook Air, along with 
a built-in battery with the capacity 
to last up to eight hours.

Perhaps the biggest announcement 
was the liberation of iTunes from 
digital-rights management and 
changes in its pricing scheme. Before, 
iTune junkies could download every 
track for 99¢ each; those days are long 
gone. Now, Apple’s song charges are 
in three tiers, 69¢, 99¢ and $1.29. �

Smaller, better and cheaper tech products unveiled 
Microsoft lets customers play with Windows 7;

Apple retires from event with little fanfare
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‘To do nothing is not an option’
Administration will study Economic & Fiscal Reconstruction 

Advisory Council’s recommendations but declares 
‘state of fi scal emergency,’ warning government is on the brink 

of bankruptcy; quickly submits legislative package

BY CARLOS MÁRQUEZ & JOSÉ L. CARMONA
cmarquez@caribbeanbusinesspr.com; 
josec@caribbeanbusinesspr.com

The Economic & Fiscal Reconstruction Advi-
sory Council (Caref by its Spanish acronym) 

last Thursday presented Gov. Luis Fortuño its 
full report and recommendations to immediately 
tackle the fi scal crisis affecting the Puerto Rico 
government.

In short, the private-sector advisory council, 
led by Popular Inc. Chairman Richard Carrión, 
recommended to Gov. Luis Fortuño to cut $1.2 
billion in government spending, raise $1.2 billion 
in new revenue and issue $4 billion in bonds to 
jump-start the economy now.

The report also outlines a plan to eliminate with-
in the next four years a $3.2 billion government 

defi cit. Caref is expected to present more rec-
ommendations on economic reconstruction by 
March 31.

“The cost of not doing anything would spiral 
Puerto Rico into an economic depression of im-
measurable proportions; that isn’t an alternative,” 
Fortuño said.

Coincidentally, at about the same time Fortuño 
and Carrión were divulging the Caref report to 
the press, U.S. President-elect Barack Obama was 
talking about his reinvestment and restoration plan 
on the federal level, saying “the consequences of 
not doing anything or very little would take us to 
an even greater loss in terms of jobs, income and 
trust in our economy.”

“On behalf of the advisory council members, 
I would like to thank the governor for the trust 
he put in us. There are many people who have 

expressed that this council is composed of rich 
people, that it only represents one sector. To my 
understanding, the governor selected the people 
who make up this council, not to represent a par-
ticular sector, but to contribute certain particular 
knowledge, to provide ideas and suggestions on 
how to face the fi scal crisis and how to direct our 
economy’s future growth,” Carrión said.

The report was submitted by the 14-member 
Caref, led by Richard Carrión, chairman, presi-
dent & CEO of Popular Inc., Puerto Rico’s largest 
fi nancial institution, and gathered leading experts 
and professionals who studied the government’s 
fi nances over the past two months in a multisec-
tor effort.

According to the report, there are only three 

Continued on next page 



ways to bridge the gap between expenses and rev-
enue in the government’s budget: increase rev-
enue, reduce spending or fi nance the defi cit.

The latter is only available in a limited way since 
it must be accompanied by revenue increases and 
spending reductions. Pretending to fi nance the 
defi cit without the additional measures would 
result in a credit downgrade with catastrophic 
repercussions. In addition, the fi nancial market’s 
present situation and Puerto Rico’s poor credit 
rating limits the use of this alternative.

The recommendations pursue four objectives: 
have a balanced budget for fi scal year (FY) 2012, 
reduce government spending, increase recurrent 
government revenue and fairly distribute the cost 
of measures among all sectors of the economy.

The magnitude of the government’s budget def-
icit—estimated by Caref to be $3.2 billion—and 
the critical cash-fl ow situation require immediate 
measures that can produce a substantial impact 
in increasing government revenue and decreas-
ing government expenditures during the next four 
years.

“We feel we are representing Puerto Rico, and 
part of our task is to ensure that what we are rec-
ommending is best for Puerto Rico and not to a 
particular sector. Here are three former presidents 
of the Government Development Bank under dif-
ferent government administrations, a former Trea-
sury secretary, a former Treasury deputy secretary 
for internal revenue and several other very quali-
fi ed professionals. None of us feels we’re repre-
senting the private sector, the banking sector, the 
CPAs or the legal profession. Having said that, I 
believe the governor’s decision three weeks ago 
to ask us to meet with different sector represen-
tatives of the island’s economy was a good one. 
For us, these meetings were extremely positive. 
We listened to very good ideas that we believe 
improved some of our original recommendations 
to face the fi scal crisis. Some were modifi ed, oth-
ers were eliminated and other ones were adopted,” 
Carrión added.

“The guiding principle of this economic- and 
fi scal-reconstruction plan is that every Puerto 
Rican, and I emphasize every Puerto Rican, has 
to do his or her part, so together we can move our 
economy forward and overcome this crisis. As 
part of this joint effort by all Puerto Ricans, those 
with more resources will have to contribute more, 
and those with fewer resources will contribute 
less,” Fortuño said.

A local three-year recession, a one-year reces-
sion in the U.S., a global fi nancial and economic 
crisis and the enduring habit of the Common-
wealth government to spend more revenue than 
it receives and use nonrecurrent revenue and fi -
nancing mechanisms to pay for recurrent expenses 
have all combined to put government fi nances 
in a critical situation, which requires extraordi-
nary, severe and immediate measures to face the 
situation.

Contrary to earlier speculation, the proposals 
submitted by Caref to reduce expenses don’t in-
clude a reduction in the government workweek 

and the proposals to increase revenue don’t in-
clude an increase in the local Sales & Use Tax 
(IVU by its Spanish acronym).

Other recommendations, such as a higher surtax 
on gasoline and a new tax on cellphone calls, drew 
immediate fi re.

The magnitude of the budget defi cit and lack 
of government liquidity requires immediate ac-
tions that could produce a substantial increase 
in revenue and a reduction in expenses. Some of 
the recommendations are temporary measures to 
urgently address the government’s General Fund 
cash fl ow and lack of liquidity. The permanent 
measures have as an objective to permanently ad-
dress the government’s structural defi cit.

“There are a series of temporary and permanent 
measures. On the side of the temporary measures, 
aimed at the corporate sector, we are proposing 
a two-year moratorium on several tax credits 
granted through different laws. Also included in 
the proposal is an additional 5% surtax on corpo-
rations. On the side of individual taxpayers, we 
are also recommending an additional 5% income 
tax on the gross adjusted income of those indi-
viduals who earn more than $100,000 a year,” 
Carrión said.

The governor emphasized that at this point those 
are only recommendations and he would imme-
diately submit the report to the Planning Board 
so it can conduct a macroeconomic study on the 
impact of the different actions recommended 
by Caref.

IT IS WHAT IT IS
“Everybody is clear that the defi cit for FY ’09 

amounts to $3.2 billion. There’s no way to ques-
tion this and, unfortunately, that’s how much the 
defi cit is. I wish it were less, but that’s the number. 
Therefore, we must take measures to guarantee 
that we move forward, that we can overcome this 

crisis and make the economy grow once again. 
For that to happen, we must take immediate mea-
sures,” Fortuño added.

“What we’re trying to achieve here is for the 
economy to grow for the fi rst time in three and a 
half years, to have a balanced budget and achieve 
a big investment in infrastructure. To do nothing 
ties our hands and would lead us to what happened 
to Detroit, which had its bond rating downgraded 
to junk status. If we don’t act, we won’t be able to 
move our economy forward and create jobs. We 
are reversing this crisis,” Fortuño said.

He said a series of immediate changes had to 
be established to put some of the proposals found 
in the report into action. Among them, Fortuño 
signed an Executive Order declaring a “fi scal 
state of emergency” to reduce government spend-
ing (nonpayroll-related) by 10%. To cover this 
month’s government payroll of approximately 
$450 million and pay government suppliers their 
more than $750 million in past-due accounts, the 
Legislature was expected to approve earlier this 
week a Government Development Bank (GDB) 
loan to the Treasury Department.

“I’d like to thank the efforts of advisory council 
members, who have been working very hard over 
the past two months, fi rst to present a clear picture 
of the Puerto Rico government’s fi scal situation 
and, second, perform a complete detailed analysis 
of the measures that will move the island economy 
on a path to progress, with a balanced budget over 
the next three years,” Fortuño said.

“All who are aware of the situation recognize 
that the worst thing we could do in a recessionary 
environment is increase taxes or reduce govern-
ment expenditures. The reality is that we must 
aim our efforts at structural problems. For many 
years, we have been spending more than we col-
lect, and we have exhausted our credibility in a 
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The Economic & Fiscal Reconstruction Advisory Council led by Popular Inc. Chairman Richard Carrión, 
recommended to Gov. Luis Fortuño to cut $1.2 billion in government spending, raise $1.2 billion in new 

revenue and issue $4 billion in bonds to jump-start the economy now.

TECHNOLOGY    CARIBBEAN BUSINESS  THURSDAY, JANUARY 15, 2009

Website: www.sonyericcson.com

The technology industry is fi nally catching up 
with the green wave by incorporating green 

practices in its manufacturing process. Leading 
the way is Motorola, which released the industry’s 
fi rst ecological mobile phone—the W233 Renew—
during the Consumer Electronics Show (CES) in 
Las Vegas last week.

Through an alliance with Carbonfund.org, 
an organization dedicated to fi ghting global 
climate change, Motorola offset the energy to 
manufacture, distribute and operate the phone 
by investing in renewable-energy resources 
and reforestation. In fact, 100% of Renew’s 
phone package is recyclable. Furthermore, the 
manufacturer includes a prepaid envelope for 
customers to return their old phone for recycling.

Made from recycled water-bottle plastic, the Re-
new is shaped much like a candy bar and features an 
MP3 music player, multimedia messaging, text mes-
saging, noise reduction and other specifi cations.

Also unveiled at the CES—also from Motorola—is 
the Motosurf A3100. This new smartphone (much 

like a tablet PC) is activated with the touch of a 
fi nger or, if you prefer, with the embedded stylus.

Running on Windows Mobile 6.1 Professional, 
Motosurf’s features include work and personal 
email access, mobile Internet and high-speed 
connectivity (you may have already heard of 
3G technology), making it ideal for juggling 
between messaging, browsing and navigation.

Enhancing the professional applications, 
Motosurf has video conferencing, a GPS navigation 
system and a news-feed reader, so you’re always 
in the know, and know where you are.

Along with the businesslike applications, 
Motorola includes fun features that are almost 
standard in phones these days, like a video camera 
and a three-megapixel, auto-focus photo camera. 
The Motosurf also plays audio fi les and has 
multiple connections (HSDPA, HSUPA and Wi-Fi).

T-Mobile will be the exclusive carrier of both the 
Renew and the Motosurf phones, which should be 
available in Latin America during the fi rst half 
of 2009. �
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gina@caribbeanbusinesspr.com

Website: www.motorola.com

Browse easily through music, email, 
movies and more at the touch of a 

fi nger with Sony Ericsson’s Xperia X1. 
Up to nine panels (or screens) allow end 
users to customize the applications in the 
order of their preference.

Much attention to detail was put into 
this phone, such as its Qwerty keyboard, 
which is arched to defl ect light and make 
it comfortable to type with one or both 
hands. For those who prefer a touchtone 
keyboard, Sony Ericsson includes this 
along with a stylus for more control.

Xperia X1’s 3G connectivity allows for 
faster web browsing and video conferencing 
plus users can see Internet pages the 
same way they would on a PC. In fact, 
users can watch movies and videos in high 

defi nition, higher than the Play Station 
Portable, according to the manufacturer.

Running with Windows Mobile 6.1, 
sending and viewing email as well as 
multitasking is simple. Combining a GPS 
system with Google Maps, the user gets 
from point A to point B effortlessly.

Featured in the latest Bond movie, 
“Quantum of Solace,” the X1 is the fi rst 
device from Sony Ericsson’s Xperia brand. 
To meet 007’s standards, the X1’s 3.2 
megapixel camera has face and smile 
detection so that special moment won’t 
slip away. The camera also focuses auto-
matically and features a panorama mode 
to take amazing landscapes with you.

The Xperia X1 is already available 
in the local market through Claro. �

Motorola unveils fi rst carbon-free
mobile phone and 3G 
smartphone during CES

Sony Ericsson’s Bond-esque mobile
phone takes style to the next level

Motorola’s W233 
Renew is the 

industry’s fi rst 
carbon-free phone.

The sleek design of 
the Motosurf 

A3100 begs for a touch.
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BY JOSÉ L. CARMONA
josec@caribbeanbusinesspr.com

As part of the new philosophy 
he wants to implement at the 

Department of Natural & Environ-
mental Resources (DNER), Secre-
tary-designate Daniel Galán wants to 
integrate all components of society, 
where government, community and 
developers march to the same beat 
and change the old image that the 
agency was a hindrance to economic 
development.

“We can no longer see the 
Department of Natural & Envi-
ronmental Resources as a separate, 
distant agency, which many people 
had the impression was hindering 
Puerto Rico’s economic develop-
ment,” Galán told CARIBBEAN 
BUSINESS during an exclusive in-
terview. “We need to change that vi-
sion to move forward.”

According to Galán, environmental 
conservation and economic develop-
ment must go hand in hand. Start-
ing this month, Galán said he will 
be presenting his roadmap, aimed 
precisely at fi rst creating an environ-
mental platform that works with the 
economic platform and supports the 
island’s economic development.

“We defi nitely have to work on 
improving communication with the 
department, citizens, contractors and 
developers…There must be effective 
communication so we can be clear 
about what we are interested in do-
ing as an agency and what needs 
to be preserved and how,” Galán 
indicated.

BRING REGULATIONS INTO 
TODAY’S REALITY

The designated DNER secretary 
said the agency must seek local devel-
opers’ commitment to do their devel-
opments in tune with and according 
to the island’s needs while preserving 
Puerto Rico’s natural resources. He 
stressed the importance of not just 
developing effective communication 
between the parties to preserve the 
environment and the resources, but to 
put an effective set of regulations in 
place so the agency doesn’t become 
one more bureaucratic agency that 
only pushes paper around.

“The DNER works with literally 
hundreds of regulations and bylaws, 

which we have to bring into the real-
ity of 2009. There are regulations in 
the agency that date back to the ’60s, 
’70s, ’80s and ’90s, and we have to 
take all these regulations and adapt 
them to Puerto Rico’s current eco-
nomic, social and natural conserva-
tion reality,” Galán said.

The agency head further indicated 
all evaluations of DNER’s regula-
tions and laws will aim to protect the 
island’s resources and permit swift 
and cost-effi cient approvals.

BUDGETARY CHALLENGE
During the transition committee 

hearings in December, Galán said it 
was revealed the agency had a budget 
defi cit of $10 million for Fiscal Year 
2009, which runs through June 30.

“During the hearings, it was high-
lighted that the agency had incurred 
excess spending, of which there’s 
no accountability, even with the 
work of the agency’s employees,” 
Galán commented. “There has to be 
accountability.”

As if a $10 million defi cit weren’t 
enough, the agency must further re-
duce spending by 10% according to 
an executive order signed by Gov. 
Luis Fortuño Jan. 8.

Galán said he doesn’t expect to face 
any problems when he is evaluated 
later this month for confi rmation as 
DNER secretary by the House. �

DNER shifts from being a hindrance to a facilitator
Secretary-designate Daniel Galán plans to integrate all societal components,

improve the agency’s image and update its laws and regulations

Department of Natural & 
Environmental Resources (DNER), 
Secretary-designate Daniel Galán

“The DNER works with literally hundreds 
of regulations and bylaws, which we have 
to bring into the reality of 2009. There are 

regulations in the agency that date back to the 
’60s, ’70s, ’80s and ’90s, and we have to take 
all these regulations and adapt them to Puerto 
Rico’s current economic, social and natural 

conservation reality.”
—Daniel Galán, DNER secretary-designate

credit market that is getting increasingly more 
diffi cult,” Carrión said.

CREDIT-RATING CONCERNS
“We are on the borderline, where our credit rat-

ing is one step from falling into junk status, and 
that’s why we must take these measures, because 
to do nothing isn’t an option. During the next 
week, the council will be working on the third 
part of the report, which is economic restructur-
ing. That’s where we expect to have recommen-
dations to put an end to this defi cit. Also during 
next week, we will have a much clearer picture of 
the economic policies of the Obama administra-
tion and how these could affect Puerto Rico,” the 
governor added.

“On the expenditure side, there are temporary 
and permanent measures. Among the temporary 
measures, we are recommending a two-year mor-
atorium on the economic clauses in the collective-
bargaining agreements. This action would delay 
by two years the impact of those increases on the 
General Fund,” Carrión said.

“Among the permanent measures, we are recom-
mending a limit on spending at ASES [the Health 
Insurance Administration]. The cost increases at 
ASES are one of the problems that most affects 
the central government’s fi scal health. We have 
proposed a series of measures to ensure benefi ts 
are provided in the most effi cient way possible by 
offering them to those who really are medically 
destitute,” Carrión said.

The advisory council is also recommending per-
sonnel reductions through a hiring and contracting 
freeze, a ban on the creation of new positions and 
the layoff of some 11,000 government workers 
illegally hired since July 1, 2008. The law bans 
such hiring during an election year.

There are other measures to reduce expenses, 
aside from payroll spending, aimed at improving 

effi ciency in the executive branch through reor-
ganization. The report says these could achieve 
savings of approximately $200 million a year.

In terms of fi nancial measures, given the condi-
tions of the fi nancial markets, there’s very little 
latitude. However, Caref believes transactions can 
be achieved to face the cash-fl ow shortfall during 
the fi rst two years.

Fortuño highlighted that the plan is going to 
require sacrifi ces from everyone, but will take the 
government to a balanced budget in three years. 
“I think it’s important to point out and put into 
context why we’re doing this. Puerto Rico is go-
ing through the worst fi scal and economic crisis 
since the Great Depression. Last week, Detroit 
had its general obligation bonds (GOs) degraded 
to junk status (noninvestment-grade.) This means 
Detroit won’t be able to build new schools, roads 
or bridges. There will be no money for public 
works projects because they won’t be able to go 
to the fi nancial markets. Puerto Rico can’t afford 
to run the same risk as Detroit,” Fortuño said.

“This plan, which we will now analyze in depth, 
eliminates the defi cit in four years and, I empha-
size, without touching workers’ hours or increas-
ing the IVU. I know there were numerous com-
ments about both issues, but neither one of them 
is involved; however, we still achieve our goal to 
balance the budget and place Puerto Rico on the 
path for big economic growth.

“That’s why I’m acting immediately to ensure 
we begin to solve the defi cit problem and stimu-
late the economy through a criollo stimulus plan. 
Tomorrow [Friday], we will be talking more about 
this criollo economic-stimulus plan, which will 
go hand in hand with the federal stimulus plan 
but, as I have said in the past, we aren’t waiting 
for the federal plan. Here, we have to solve our 
problems ourselves,” the governor added.

“However, there are measures we need to take 
immediately. I’m going to sign my fi rst execu-
tive order declaring a fi scal state of emergency, 

something similar to what the governor of Cali-
fornia did just a few months ago. This initiative 
[executive order] is in tune with measures already 
taken by many other states, not just California, 
and allows for the immediate implementation of 
a management-prudence plan in all government 
agencies. It is aimed at reducing government op-
erational expenses by 10%. The executive order 
requires an immediate hiring freeze on all new 
employees, prohibits the creation of new posts 
and eliminates vacancies so these positions can’t 
be fi lled. In addition, on the fi rst day of the new 
legislative session, we will be presenting the fi rst 
set of legislative measures to implement the eco-
nomic and fi scal reconstruction plan we have been 
talking about,” he said.

“First of all, we are assuring the payroll for all 
government employees. Their payroll checks will 
be guaranteed. Secondly, the government owes 
more than $750 million to private-sector suppli-
ers, including nonprofi t organizations. We are 
going to pay them. This is an immediate injec-
tion of money into the economy that we’re go-
ing to achieve by implementing these measures,” 
Fortuño said.

“The legislative bills, to be presented immedi-
ately, are going to once again stimulate the econ-
omy and allow the fi nancing of part of the criollo 
economic-stimulus plan, expected to include mea-
sures to help small and midsize businesses, as 
well as provide relief to local consumers. There 
are some spending-control measures we knew we 
had to take, which are contained in the report and, 
as a direct consequence, we immediately included 
them through the executive order. There are others, 
however, that will require quick but deep analysis 
to make sure we understand their macroeconomic 
impact,” the governor explained.

The stateside recession was brought about 
through the fi nancial crisis and lack of regulation 
in certain markets and industries, and it’s up to the 
federal government to regulate those issues that 
caused the crisis. As for Puerto Rico, where the 
island has been in a recession three years before 
the rest of the nation, it was the local government, 
the governor said, that was at fault for spending 
more than what it had, year after year.

The governor added that the government can’t 
continue to function as it has. Closing the govern-
ment and sending public employees to the streets 
isn’t an option.

“The period of careless spending is over. We 
must have a balanced budget and we need to make 
sure we have the necessary conditions for job cre-
ation in Puerto Rico, and that’s what we’re going 
to do,” Fortuño said.

When you’re the federal government, you can 
print more money as needed. Therefore, it can 
print billions of dollars and distribute the money 
among the states and territories like the president 
is going to do. Here, we don’t print money, al-
though we welcome it with open arms. We must 
be clear that it’s the governors in each state who 
have to live within the budgets they have, while 
the federal government can splurge a little more 
because it prints its own money. �
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BY JOSÉ L. CARMONA
josec@caribbeanbusinesspr.com

On Nov. 10, 2008, Gov.-elect Luis 
Fortuño selected 14 prominent 

fi gures from the private sector (and 
some with prior public-sector experi-
ence) to create the Economic & Fiscal 
Reconstruction Advisory Council.

The group, headed by Popular Chair-
man, President & CEO Richard Car-
rión, was given three main tasks: set 
the ground rules for the development 
of public-private partnerships or PPPs, 
present recommendations to fi x the 
government’s dire fi scal crisis as well 
as submit proposals to jump-start the 
island’s three-year-old recessionary 
economy.

Apart from Carrión, the council in-
cludes such known fi gures as Grande 
Supermarket President Atilano Cord-
ero Badillo; former Hacienda Secretary 
Xenia Vélez; former Hacienda Deputy 
Secretary Teresita Fuentes; Ballester 
Hnos. President Alejandro Ballester; 
Deloitte & Touche Partner Gilberto Del 
Valle; Ernst & Young Partner Rodolfo 
Colberg; Universal Group CEO Luis 
Miranda Casañas; attorney Manuel 
Pietrantoni; Merck Vice President Da-
neris Fernández; Desarrollos Urbanos 
President José Vizcarrondo; and three 
former Government Development 
Bank presidents under different ad-
ministrations—José Ramón González, 
Marcos Rodríguez-Emma and William 
Lockwood.

The advisory council originally had until Dec. 
15 to submit its report with the group’s recom-
mendations to fi x the $3.2 billion budget defi cit. 
The group delayed delivering the report on pos-
sible solutions because the situation was found 
to be far worse than what had been reported 
when work began.

“When we received the reports from the agen-
cies about their fi scal situation, we found the 
problem was much worse than any of us had 
originally envisioned or anticipated. To that 
end, we tried to determine its magnitude…and, 
as everyone knows, information here isn’t per-
fect,” Carrión told CARIBBEAN BUSINESS 
during an exclusive interview following the pre-
sentation of the report Jan. 8. “The fundamental 
part here was to collect the data.”

Carrión said that despite the challenges in 
gathering the information, the group was “com-
fortable” with the magnitude of the problem 
they found—a $3.2 billion defi cit.

“We aren’t exaggerating it one way or the 
other. We basically stated the magnitude of the 
problem within the context of a situation that 
had gotten worse over time—within an external 
situation where the fi nancial markets have shut 
their doors, and that’s the reality we have to 
deal with,” he added.

The group, Carrión noted, also spoke with 
several investment banks that have been work-
ing with Puerto Rico for many years, although 
didn’t specify which ones.

“They told us about their perspective on the 
market. We also listened to several economists 
and, obviously, we utilized the inherent talent 

within our group and tackled the prob-
lems at hand by beginning a balance 
sheet reconciliation process until we 
reached some minor conclusions,” the 
council chairman explained.

When the governor asked the group to 
seek additional input, Carrión said the 
council was divided into several groups. 
Among other groups, the advisory coun-
cil met Jan. 5 with the heads of more 
than a dozen local labor unions, who had 
asked Gov. Fortuño for the meetings to 
incorporate their opinions on how to 
solve the island’s economic crisis.

“We listened, then we met, we listened 
some more and then we met again, and 
we began to modify some of the pro-
posals. I think we achieved something 
that is good for several reasons,” Car-
rión commented. “First of all, it was a 
good thing, because we left the diagno-
sis out there, so the people could better 
assimilate the extent of the problem and 
the seriousness and the urgency of the 
fi scal crisis.”

Carrión indicated he believes the pro-
cess to seek additional feedback en-
riched the report and made it much bet-
ter. “It allowed us to focus on something 
a little more balanced, and I believe that 
was very positive,” he said.

Carrión said the proposal to impose 
an additional 5% income tax during a 
recession, on banks, insurance compa-
nies and corporations, isn’t the most de-
sired action, but the group had to fi nd 
a balance.

“We tried our best so everyone con-
tributes accordingly, to avoid people later say-
ing this was too loaded on one side, and too soft 
on the other. It’s a matter of striking a balance,” 
Carrión noted. “Given the circumstances, I 
think everyone has to contribute. We can’t favor 
one sector over another, but seek that delicate 
balance so everyone contributes.”

The Popular Inc. Chairman, President & CEO 
said the group doesn’t like to impose new tax 
measures of any kind or immediate measures 
to reduce government spending in the middle 
of a recession because that goes against all 
economic theories. “Nevertheless, we have to 
recognize the reality; we are against the wall 
and we must aim at a structural problem that 
has been in the making for many years,” he 
concluded. �

Richard Carrión: 
‘We achieved something that is good’

Economic & Fiscal Reconstruction Advisory Council chairman
talks about the group’s challenges to complete its report
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MILLERCOORS GIVES
A LIFT TO SAN SEBASTIÁN

The popular San Sebastián patron saint 
festivities are a clear sign Puerto Rico’s long 
holiday season has fi nally come to an end. This 
year, as part of its “Pass the Key” campaign (Cede 
la Llave), MillerCoors will provide patrons free 
transportation from the Sagrado Corazón Urban 
Train station in Santurce to Plaza Colón in Old 
San Juan, Jan. 16-18, from 7 p.m. to 3 a.m.

Those who want to enjoy the popular, and 
super-crowded, San Sebastián festivities can 
log on to coorslightpr.com to register and print 
their bus boarding pass. “We’re pleased to offer 
this mass-transit alternative to those going to the 
San Sebastián activities, so they can safely enjoy 
the festivities,” explained Javier Soler, general 
manager of MillerCoors Puerto Rico.

MillerCoors’ Cede la Llave will have two 
“Hangover Stations” (Estaciones del Bajón), 
where participants can enjoy a cup of chicken 
soup, courtesy of Maggi products, to help reduce 
their blood-alcohol levels before heading home. 
Hangover stations will be on San José and Del 
Cristo streets.

MCMILLON TO HEAD
WALMART INTERNATIONAL

Doug McMillon, 42, president of Sam’s Club, 
has been promoted to president & CEO of Walmart 
International, the company’s second-largest 
operating segment, CARIBBEAN BUSINESS 
learned.

McMillon’s appointment, effective Feb. 1, is of 
particular interest to Puerto Rico because the local 
Walmart operation, estimated to generate $1.3 
billion in combined annual sales from Walmart, 

Sam’s Club and Amigo supermarkets, is part of 
the company’s international division.

McMillon will report to Mike Duke, who was 
named to succeed Lee Scott as the company’s 
president & CEO. In his 18 years with the 
company, McMillon has learned the business 
from the bottom up, holding leadership roles in 
its three operating divisions.

As reported earlier, Duke’s appointment as 
Walmart’s president & CEO is also of utmost 
importance for Puerto Rico. In his former role as 
head of the international division, Duke became 
familiar with the local Walmart operation and 
may be more understanding of Walmart Puerto 
Rico’s unique market differences and needs.

Despite the worst retail holiday season in the 
U.S. in decades, Walmart’s strategy to “live 
better” and have lower than “everyday low prices” 
delivered positive results for the world’s largest 
retailer. Although Walmart doesn’t disclose sales 
fi gures, the local operation was positioned to do 
better than last year and possibly grow its market 
share within a shrinking economy.

STATESIDE ONLINE SALES UP;
P.R. SHOPPERS PREFER MALLS

Stateside trends in online spending during 
the 2008 holiday season that ended Dec. 31, 
outperformed traditional mom-and-pop sales 
in several key product categories, according to 
data recently published in the latest MasterCard 
Advisors’ Spending Pulse report for Nov. 1-Dec. 
24, compared with the same period last year.

Although there are no offi cial statistics about 
online sales originated from Puerto Rico for 
the holiday season, anecdotal information and 
CARIBBEAN BUSINESS interviews with local 
retail experts indicate island shoppers still prefer 
the “mall experience” or the traditional shopping 
experience.

“In Puerto Rico’s case, it is more of a cultural 
habit,” said retail consultant Mike Nolla. “The 
majority of shoppers are women who, for the 
most part, still prefer to go to the store, try on 
different things and compare prices. In Puerto 
Rico, window shopping not only is entertaining, 
but also is a sport.”

Fuel economy, improved time management, free 
shipping offers, abundant discount coupons and 
hassle-free shopping environments were among 
the key drivers cited by stateside shoppers who 
preferred online consumer spending. “While it is 
true that local customers still fl ocked to the malls 
for their main holiday-shopping spree, given the 
local economic situation, they were more conscious 
about their spending and planned their trips more 
effi ciently,” Nolla continued.

Some of the retail categories that saw an 
increase in online holiday sales include apparel 
and accessories, up 4% compared to a 19% to 21% 
decline in overall category sales. Interestingly, 
consumer-electronics sales declined 5% online, 
not surprising according to Nolla, who believes 
customers not only held back on high-ticket items 
but with so many choices, people wanted to test 
and compare different models. �

BY FRANCES RYAN
frances@caribbeanbusinesspr.com

Doug McMillon, president & CEO of 
Walmart International
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With the words economic reces-
sion echoing in everyone’s 

minds on a daily basis, top compa-
ny leaders are more challenged than 
ever to do more with less. With this 
mindset, where the money goes is as 
important as how companies invest 
their money, and human resources 
are key to the latter.

Top talent is the foundation of 
high-performance organizations. 
Extraordinary employees produce 
100% to 150% more than average 
performers doing similar jobs. Fo-
cusing on this talent will yield strong 
business results.

Since 2001, Hewitt Associates has 
studied the factors that make the dif-
ference in how organizations consis-
tently produce great leaders. Repeat-
edly, the research has exposed the 
link between fi nancial success and 
great leadership practices.

“The objective is to develop sus-
tainable business practices, and a 
way to achieve this is by developing 
leadership,” said Alejandro Mark-
man, strategic consultant of Hewitt 
Associates for Latin America.

According to Markman, a com-
pany in constant crisis is the largest 
indicator that the employees aren’t 
following procedures. “Their perfor-
mance is the leader’s responsibility. 
A manager delivers results; a leader 
delivers the results and maintains 
top performance. It isn’t the same 
to work in a stressful environment 
than to constantly deal with crisis, 
which indicates there has been no 
planning,” he said.

Leaders with business knowledge 
and those with experience have 
proven successful for other compa-
nies, regardless of the industry, and 
can certainly bring that knowledge 
from one workplace to another be-
cause the concepts are universal, 
Markman said.

“For instance,” he said, “a boss who 
calls periodic meetings to review the 
goals and see where everyone’s at—
approaching it as coaching instead of 
reprimand—is a boss who’s making 
sure employees are meeting perfor-
mance standards.”

Recruiting a top executive with a 
proven success record is probably 

the easiest way to add a leader to 
the executive team, according to 
Markman. “However, if manage-
ment doesn’t develop leaders from 
within, it isn’t a sustainable, long-
term practice…unless the company 
can afford to do this kind of invest-
ment every two years or so.” Con-
sistency and discipline are key, the 
study revealed.

IDENTIFYING AND 
DEVELOPING A LEADER

According to Markman, there are 
at least four steps to identify and de-
velop a leader within a company:

• Business knowledge. “The per-
son must understand how the busi-
ness works, as well as the strategies 
and the metrics used to measure 
performance.”

• Teamwork. “A leader always is 
good at working with others.”

• Business performance manage-
ment. “Top leaders understand what 
produces results and work proactive-
ly toward their goal.”

• Placing the right people in suit-
able jobs. “After this analysis, the 
fi nal step is to close the gap between 
what the executive needs—in terms 
of human resources—and what he 
or she has, to create a development 
plan such as on-the-job training,” 
Markman said.

A tool that has gained popular-
ity among recruiters during recent 
years is the emotional intelligence 
test. By measuring a person’s emo-
tional intelligence quotient (EQ), 
recruiters have a better idea of the 
candidate’s abilities, capacities and 
skills, as well as the candidate’s self-
perceived capacity to identify, assess 
and manage his or her own emotions 
and that of others.

“While we don’t consider that a 
person’s EQ should ultimately deter-
mine whether he or she gets the job, 
it certainly is the best means to fi nd 
the right position for that candidate,” 
Markman said.

EMULATE TOP COMPANIES’ 
BUSINESS PRACTICES FOR LEADERS

Hewitt Associates recently joined 
efforts with RBL Group, a leader-
ship-development fi rm, to create a 
ranking of the world’s companies 
that do the best job developing 
strong leaders.

In the 2007 report (published ev-
ery two years), General Electric 
(GE), Procter & Gamble (P&G) and 
Nokia were the top-three companies 
with best leadership-development 
practices.

GE’s strategy is remote training. 
“For 50 years,” the report reads, 
“companies have tried to emulate 
GE’s training facility in Crotonville, 
N.Y. However, GE now generates 
50% of its revenue overseas.” No 
matter where the employees are, 
they have access to the same training 
through the company’s intranet.

Hiring employees with “in-touch 

capability,” as the company calls it, 
P&G recruiters look for leadership 
experience, from chairing the debate 
team to serving as church choir di-
rector. P&G then builds on those 
strengths.

Nokia created a mentoring pro-
gram where board members meet 
with protégés four to fi ve times dur-
ing a six-month program. After that, 
mentees apply the lessons they learn 
for their personal development. Fur-
thermore, part of the executives’ 
performance evaluation depends on 
how subordinates rate their ability to 
lead, teach and inspire. �

Developing leaders to overset economic challenges
Study reveals fi nancial success is linked to great leadership

practices; universal concept applies to all industries

Estimated revenue and expenses of 
the impact of recommended measures 

fi scal years 2009-2013 (in millions)
        
       Budgeted  Projected     
       2008-09 2008-09 2009-10 2010-11 2011-12 2012-13
A. Revenue        
   1. Budget revenue (basis)       $8,488    $8,488    $8,488    $8,488    $8,488    $8,488 
   2. Change in recurrent revenue 
       (excluding IVU and pharmaceutical companies)      ($410)    ($282)       ($19)        253        537
   3. Change in IVU collection allocation          ($77)      ($59)       ($22)          16                 56
   4. Pharmaceuticals                ($8)       ($30)    ($165)    ($246)
   5. Reduction in rum excise tax rebate            ($120)    ($120)
   6. Estimated impact of tax credits         ($200)    ($200)                 ($200)    ($200)                ($200)
Subtotal         $8,488    $7,801    $7,939     $8,216    $8,272    $8,515 

B. Expenses        
   1. Budgeted expenses       $9,484    $9,484    $9,484    $9,484    $9,484    $9,484 
   2. Infl ationary impact on budgeted expenses             $0        $34        $69        $72        $75
   3. Impact of collective bargain agreements             $0      $276            $290      $305      $320
   4. ASES defi cit            $500      $640      $790      $950   $1,122
   5. Other defi cits            $100            $100            $100           $100           $100
   6. Increase in debt service payments         $115       $340      $340      $340      $340
   7. Increase in debt payments to GDB           $50      $100            $100            $100            $100
Subtotal         $9,484  $10,249  $10,974  $11,173  $11,351  $11,541 

C. Annual operational defi cit       ($996) ($2,448) ($3,035) ($2,957) ($3,079) ($3,026)
D. Interagency and third-parties’ accounts payable      ($750)    
E. Budget defi cit         ($996) ($3,198) ($3,035) ($2,957) ($3,079) ($3,026)
F. GDB loan based on tax debts         $996    $1,000           $0          $0          $0          $0
G. Cash fl ow defi cit        ($2,198) ($3,035) ($2,957) ($3,079) ($3,026)
H. Recommended revenue measures        
    1. Temporary       
       a. Suspension of tax credits              $0      $200      $200      $150            $150
       b. Surtax of 5% on corporations               $0        $30        $30          $0          $0
       c. Surtax on personal income & property           $16            $228      $213              $36          $0
       d. Revision of exemption on real estate property            $0      $144            $144                   $0          $0
       e. Tax on cellular phone calls            $46      $176            $167            $159                  $0
Subtotal of temporary measures             $62      $778      $754      $345      $150
  
    2. Permanent       
       a. Gasoline tax               $66       $262       $262       $262       $262 
       b. Cigarette tax              $15         $50         $45         $40         $35 
       c. Alcoholic beverages             $10         $30         $30         $30         $30 
       d. Voluntary tax compliance and improve oversight                          $200         $30          $31         $31         $32 
       e. Improve captation of Sales & Use tax (IVU)          $19         $75         $77         $80         $84 
       f.  Changes in the Alternate Minimum Contribution            $0         $50         $50         $50         $50 
       g. Changes in appraised value of real estate property            $0           $0           $0       $500       $500 
Subtotal of permanent measures                         $310                  $497       $495       $993       $993 
Subtotal of temporary and permanent revenue measures        $372   $1,274     $1,249   $1,340   $1,144
       
 I. 1% IVU assigned to Cofi na          ($200)    ($200)    ($200)    ($200)
J. Reduction of automatic formula assignments       
   1. University of Puerto Rico              $0         $86       $114         $95         $81 
   2. Municipalities                 $20         $13         $12           $7  
Subtotal                 $0       $106       $127       $107         $88 

K. Expense reductions        
   1. Temporary       
       a. Extension on the applicability of economic 
           clauses of collective bargain agreements                       $69       $276       $290         $28         $30 
   2. Permanent       
       a. Freeze on employee hiring                    $0       $161       $317       $469       $616 
       b. Reduction of transitory, nonregular and trust employees          $28       $113       $113       $113       $113 
       c. Employee hires after the July 1 freeze           $50       $150       $150       $150       $150 
       d. Elimination of cash payment for vacations                    $100       $100       $100       $100       $100 
       e. Reduction of 10% of nonpayroll operational expenses         $16         $75         $75         $75         $75 
       f.  Reorganization of the executive branch             $0       $130       $130       $130       $130 
       g. Reduction of 10% of the legislative branch            $0         $13         $13         $13         $13 
       h. Reduction to political parties              $0           $0           $0           $0         $28 
       i. Revision to the assignment by formula to municipalities            $0       $105       $112       $113       $118 
Subtotal of temporary and permanent expense measures        $264    $1,124    $1,301    $1,191    $1,373 
       
L. Impact of revenue-raising measures and expense reduction       $635    $2,303    $2,477    $2,438    $2,405 
       

        Continued on next page
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M. Recommendations concerning ASES        
    1.  Limit expenses to a percentage of recurrent revenue           $0         $60       $147                  $461       $589 
    2.  Increase in Medicaid transfers              $0         $75       $200       $200       $200 
Subtotal                 $0       $135       $347       $661       $789 
       
N. Defi cit         ($1,563)    ($597)    ($133)        $21       $168 
O. Financial measures        
    1.  Restructure debt service          $125       $250           $0           $0           $0 
    2.  Changes in Prifa “escrow” account         $100           $0           $0           $0           $0 
    3.  Lottery                 $0       $350       $150           $0           $0 
Subtotal             $225       $600       $150           $0           $0 
Subtotal including fi nancial measures    ($1,338)          $3         $17         $21       $168 
       
P. Fiscal stability measures        
    1. 1% additional IVU assigment to Cofi na  and bond issuance    $1,338           $0           $0           $0           $0 
Q. Potential additional measures        
    1.  Increase in the IVU               $0           $0           $0           $0           $0 
    2.  Dividends from the State Insurance Fund             $0           $0           $0           $0           $0 

TOTAL           $1,338           $0           $0           $0           $0 
       
R. Other measures that do not impact the General Fund       
   1. Increase in crude oil tax             $50         $99         $99         $99        $99 
       
Source: Economic & Fiscal Reconstruction Advisory Council

Continued from previous page   Estimated revenue and expenses of the impact of recommended measures fi scal years 2009-2013
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BY CARLOS MÁRQUEZ
cmarquez@caribbeanbusinesspr.com

In a nutshell, the Economic & Fiscal Reconstruc-
tion Advisory Council’s (Caref by its Spanish 

acronym) recommendations can be grouped into 
three big categories: those meant to reduce gov-
ernment expenditures, those aimed at increasing 
government revenue and fi nancial measures aimed 
at restructuring the existing government debt, 
among other priorities.

INCREASING GOVERNMENT 
REVENUE BY $1.2 BILLION

• Increase gasoline taxes. Among the measures 
recommended by Caref is an increase in the excise 
tax on gasoline. Compared with the 50 states, 
Puerto Rico’s current excise tax on gasoline of 
16¢ per gallon (or 23¢ if the existing tax on crude 
oil is added) is by far one of the lowest in the 
nation, well below the national average of 45¢.

Even after the proposed increase, the excise tax 
on gasoline would still remain well below the 
50-state average. This will continue to promote 
the prudent use of the automobile while at the 
same time stimulate the use and creation of mass-
transit systems. Caref recommends an increase in 
the gasoline-excise tax from 16¢ to 40¢ a gallon 
and the additional difference would stay in the 
General Fund. Projected gasoline consumption 
in 2008, if the additional 24¢ per gallon is 
applied, could generate $262 million in revenue. 
Projected sales are 1.09 billion gallons.

The tax on gasoline is fundamental revenue for 
state governments. It has also been used to reduce 
gasoline consumption, encourage acquisition of 
more effi cient vehicles and promote the use of 
collective transportation. The measure would 
increase the price of gasoline to consumers by 
approximately 6.5¢ a liter.

• A $3 tax per barrel of crude. During the past 
20 years, there hasn’t been an adjustment to the 
computation method on the crude-oil tax. As the 
price of oil increases, the tax is lower. The tax 
currently is $3 a barrel. The tax revenue has been 
decreasing as the price of oil increases, which has 
impacted the Puerto Rico Highway & Transportation 
Authority’s (HTA) fi nancial situation, decreasing 
revenue from $158 million in 1999 to a projected 
$99 million in 2008. The HTA gets up to $120 
million a year from this tax revenue.

With an estimated consumption of 33 million 
barrels, the projected revenue could be an 
additional $99 million a year. Caref proposes that 
the additional revenue would stay with the HTA 
to partially cover the operational expenses of the 
Urban Train ($110 million) and its related debt 
service of $100 million a year.

• A 50¢ increase on cigarettes taxes. Caref 
recommends an additional 50¢ tax on a pack of 
cigarettes that could generate about $50 million a 
year in the short term. As demand decreases, the 
impact could also benefi t the general population’s 
health-related costs.

• Increase alcoholic beverage tax. An increase 
in the alcoholic-beverage tax (distilled spirits, 

beer and wine) could generate an additional $30 
million in revenue. Caref further recommends 
that local beer production be charged with the 
proposed tax increase and be excluded from the 
2002 exemption.

• Two-year moratorium on tax credits. Caref 
recommends a two-year moratorium on tax credits 
while the results are evaluated to determine 
if the economic activity generated merits their 
continuation. They further recommend eliminating 
those laws that allow for a possible credit for 
losses if economic activity isn’t successful. It is 
estimated that approved tax credits could reach 
$1 billion.

The incoming Treasury secretary should give 
priority to establish the fi scal impact of those laws 
that provide tax credits and implement a reduction 
of at least $150 million.

According to the report, although many of 
these credits promote economic activity, there is 
no analysis of the results to verify if the credits 
compensate for the costs they involve. The 
government doesn’t have a record of tax credits 
approved; therefore, there is no way to analyze 
their effectiveness or to project annual General 
Fund revenue. Many laws that allow for tax credits 
don’t even have a ceiling.

Even without having all the required fi nancial 
information, Caref believes the suspension of 
new tax credits could provide annual savings of 
approximately $200 million.

Economic & Fiscal Reconstruction Advisory Council’s 
recommendations—in-depth

Continued on page 20
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NOVEMBER UNEMPLOYMENT 
RATE DOWN 0.3% FROM 

OCTOBER; UP 1.4% 
FROM NOVEMBER ’07

The Department of Labor & 
Human Resources (DLHR) reported 
an unemployment rate of 12.4% for 
November, a slight decrease from 
the previous month when the fi g-
ure was 12.7%. When compared to 
November 2007’s 11.0%, unem-
ployment was up 1.4%.

Last November, there were 21,000 
more people unemployed than dur-
ing the same month in 2007. On the 
other hand, 2,000 fewer people were 
unemployed in November than in 
October 2008.

According to fi gures from the 
Bureau of Labor Statistics, the 
increase in the unemployment rate on 
the U.S. mainland from November 
2007 to November 2008 was even 
higher than locally, with a 2.1% 
year-to-year increase reported. 
Furthermore, the national rate also 
increased between October and 
November 2008 (up 0.2%), con-
trary to the reduction experienced 
locally.

The municipalities with the low-
est unemployment rates, accord-
ing to the report, were Culebra 
(6.8%), Guaynabo (7.7%), Trujillo 
Alto (8.3%), San Juan (9.1%) and 
Carolina (9.8%). Unemployment in 
all other municipalities is in the dou-
ble digits and ranges from 10.2% in 
Bayamón to 21.7% in Ciales.

PATHFINDERS CONTINUES 
STRIVING DESPITE THE RECESSION

In diffi cult economic times, it’s 

refreshing to see small businesses 
doing well. That is the case with 
PSS Pathfi nders Inc. which, after 23 
years of business, remains strong in 
providing temporary career-place-
ment services.

Georyanne G. Ríos, president 
of the fi rm, told CARIBBEAN 
BUSINESS that a loyal customer 
base has been key to the company’s 
success over the years.

Besides being certifi ed staff-
ing specialists, Pathfi nders offers 
several unique services. Its front-
offi ce database links with the 
company’s web page (www.pss-
pathfi nders.com) to handle client 

requests, candidate applications, 
an employee intranet and job-avail-
ability postings.

“Our mission,” Ríos said, “is to 
fi ll our client’s staffi ng requirements 
with quality human capital and thus 
have everyone involved succeed. 
Through our portal, we are better 
equipped to handle specifi c client 
requests, in addition to allowing 
interested candidates to fi ll and post 
applications detailing individual job 
qualifi cations and requirements.”

Before directing Pathfi nders, Ríos 
worked with her father at Snelling, 
also a staffi ng-services provider. 
“My father established the Snelling 
brand in Puerto Rico and our family 
bought our way out of the franchise 
before my father died in 2007. We 
became sort of like free agents and 
decided to continue the business 
with Pathfi nders. It was a business 
decision, nothing personal,” Ríos 
explained. �

BY GINA M. HERNÁNDEZ
gina@caribbeanbusinesspr.com

Gov. Luis Fortuño has received 
criticism for appointing young 

people to his cabinet, but the 
appointment of veterans in key cab-
inet positions has caused an even 
greater buzz. The moves, accord-
ing to labor experts interviewed by 
CARIBBEAN BUSINESS, have 
been practical.

“The readiness of the people 
appointed is what concerns me. The 
majority come from the private sec-
tor and will have a cultural shock, 
so to speak, with public adminis-
trative procedures. Nonetheless, I 
hope the new public-agency execu-
tives quickly grab the bull by the 
horns and do what needs to be 
done,” said labor attorney Reynaldo 
Quintana, who is president of 
the Labor Relations Professionals 
Association.

After appointing new faces to 
head public agencies and corpo-
rations under his administration, 
Fortuño has somewhat balanced his 
cabinet with the expertise of Carlos 
Chardón, designated Education sec-
retary; Juan Carlos Puig, designated 
Treasury secretary; José F. Ortiz, 

who remains executive president of 
the Puerto Rico Aqueduct & Sewer 
Authority (Prasa); and Miguel 
Cordero López, designated execu-
tive president of the Puerto Rico 
Electric Power Authority (Prepa). 
These appointments are still pend-
ing legislative and board approvals, 
respectively.

The appointments are of particular 
importance given the strength of the 
agencies’ labor unions.

“Experience is defi nitely important 

when we create these scenarios. 
However, we must not lose sight 
that it’s also important for the labor 
unions to collaborate to make it 
work,” said Angie Lugo, president 
of the Society for Human Resource 
Management (SHRM).

Miguel Bermúdez, managing 
director of Hewitt Associates for 
Puerto Rico and other regions, 
agrees. “Appointing experienced 
people for these positions was 
dead on target; it’s very positive. It 

guarantees a previous knowledge of 
the working environment, which is 
always an advantage. So, basically, 
what these veterans will do is step 
in, catch up (instead of learning), 
and steer the wheel,” Bermúdez 
said.

According to Bermúdez, this is 
also a great opportunity to change 
mindsets about how government 
agencies are run. “The new gov-
ernment must see Puerto Rico as 
an organization, like many others, 
that has been affected by the global 
economic downturn.”

Bermúdez suggested a fi ve-tier 
change-management approach—
commitment, communication, cul-
ture, capability and consequence—as 
a framework to produce the results 
the island needs to push its economy 
forward.

“In my opinion, the fi rst three are 
clear. Puerto Rico needs changes to 
solve its situation, and the leader-
ship seems to be going in the right 
direction through collaboration. As 
far as capability and consequence 
go, every sector needs to under-
stand that the only way to get the 
results we hope for in this process 
is through joint effort,” Bermúdez 
expressed. �

Experienced government appointments seen with good eye
Labor experts call for multisector collaboration to get results; must prepare

for ‘culture shock’ when dealing with public administrative procedures

Reynaldo Quintana, president of 
the Labor Relations Professionals 

Association

Angie Lugo, president of the Society 
for Human Resource Management
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virtually theft-proof. In California, there recently 
was a rash of [traditional] solar-panel thefts and 
vandalism,” said Sebastián Boneta, president of 
First Energy Puerto Rico Inc.

“These thin-fi lm technology panels have 
better performance in higher-temperature areas. 
Typically, the effi ciency of solar panels degrades 
as the [solar-] cell temperature goes over 77° 
Fahrenheit. On a rooftop, the cell temperature 

can easily be 150° F. There’s a number used on 
all solar panels, called the temperature coeffi cient  
that indicates how much the performance of a 
panel is going to degrade as the temperature 
goes over 77° F. Our coeffi cient is 0.21, which 
means that for every degree over 25° Celsius, 
our panel will lose 0.21% of its performance. 
A crystalline panel temperature coeffi cient is 
typically 0.5 to 0.6, which translates into double 
or triple the performance loss compared to our 
panels,” Boneta said.

In addition, the thin-fi lm solar panels have better 
performance in diffuse light (light that penetrates 
clouds). Flexlight panels perform about 40% 
better in diffuse light.

According to Boneta, in addition to the energy-
cost savings and the effi ciency of solar energy and 
the Flexlight system, the real savings and return 
on investment will depend on tax credits. “There 
are federal incentives coming down the line, from 
what we hear from the Obama administration, 
that hasn’t been defi ned in detail yet. An existing 
federal investment tax credit (that could be used 
for solar energy) is currently 30%. There is talk 
about pushing that up to 50%. However, it is 
unclear how it would be applied to Puerto Rico 
because no one here has applied for that credit 
locally, Boneta added.

On the local level, there also is a tax credit for 
solar-energy investment. “There is a $15 million 
[annual] cap on commercial investment and a 
$5 million cap on residential investment. There 
is a provision in there that lets you role over $10 
million [in credits] from the previous year if it 
isn’t used. The way they made the law, it’s kind 
of retroactive, so there’s currently $20 million 
there from the previous year, and Treasury hasn’t 
decided yet whether they are going to roll that 

over to the current year,” Boneta said.
Treasury currently gives a company 120 days 

from the time it asks for the tax credit to the date 
the system is installed and certifi ed. “People 
are running into a lot of issues right now with 
crystalline panels (they are more complex and 
timely installations) because of the time limit [for 
the tax credit]. We’re probably the only company 
that can do an installation in about 90 days,” 
Boneta concluded. �

First energy
Continued from previous page

The system, because of its design 
on fl exible laminate, which is 

fi ve times lighter than traditional 
panels, is attached directly to roof 
surfaces with an adhesive without 
requiring structural work or roof 

penetration.
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• Surcharge of 5% on corporations. As an 
emergency measure and so all sectors contribute 
to eliminating the fi scal crisis, a 5% surcharge 
is recommended on taxable companies. Caref 
estimates $30 million in additional annual 
revenue.

• Surcharge of 5% to adjusted personal income 
in excess of $100,000. Caref recommends a 
temporary 5% surtax on taxpayers with adjusted 
gross income of more than $100,000 for tax years 
2009, 2010 and 2011. The recommendation is 
expected to collect approximately $65 million 
a year. According to data from the Treasury 
Department for 2006, only 2.37% of tax fi lings 
(23,906 of 1,007,057) refl ect adjusted gross 
personal income in excess of $100,000. Filers 
with adjusted gross personal income in excess of 
$200,000 represent 0.55% of tax forms fi led or 
5,561 fi lers, but represent one-third (32.9%) of 
government revenue from personal income tax.

• Changes in property taxes. There is also a real-
estate property tax on residences valued above 
$15,000 based on 1957 values. This additional 
real-estate property tax, along with a reduction 
in the $15,000 exemption, should affect less than 
20% of the residences in Puerto Rico.

“So everyone is clear about this, a residence 
valued at $15,000 in 1957 is equivalent to a 
residence valued at $220,000 today. We are also 
recommending a review of the entire real-estate 
property-tax system over the next two years. We 
need to be clear that those homeowners who 
don’t pay under the current $15,000 exemption 
won’t be affected by these recommendations,” 
Carrión said.

According to Carrión, this additional tax on 
property would go directly to the General Fund 
through the Municipal Revenue Collection Center 
(CRIM by its Spanish acronym). Second, we 
recommend a review of property-tax appraisals 

in Puerto Rico because the reality is that we 
haven’t reviewed property-tax values since 1957. 
We are proposing an integral real-estate property 
tax reform.

According to Fortuño, an integral real-estate 
property-tax reform dramatically opens the door 
for a reduction in income taxes. This also helps 
to go after the tax evaders who live in a $500,000 
home but report income much lower than their 
lifestyle. These homeowners will have to pay 
for what they have, even if they report a 
different income.

“This is something that has been discussed 
before. Former governors have created work 
groups or task forces, but no one opened the door 
to it. In my opinion, this recommendation opens 
the doors, since we will be analyzing an integral 
tax reform. This can’t be discussed in a couple 
of hours. It really requires a more profound 
analysis, but you know I’m philosophically 
convinced that as the economy moves forward, 
people will have more control over their money. 
A dollar in the hands of the people goes much 
further than in the hands of the government,” the 
governor added.

Caref recommends a reappraisal of real-estate 
property in Puerto Rico to adjust it to real values. 
Once the project is completed, the temporary 
measures regarding the revision and surtax 
on property-tax exemption will be abolished. 
Estimated revenue collection from this measure 
is estimated at $500 million starting in FY 2011-
2012.

Based on 1.2 million homes in Puerto Rico with 
an average 8% interest rate and an appraised value 
of 20% of the properties exceeding $15,000 by an 
average of $7,500—in other words, appraised at 
$22,500—the additional revenue to the General 
Fund as an outcome of the reduction of the 
exemption and the surtax could represent an 
annual revenue of $288 million.

The loss in tax exemption and the surcharge 

eventually would disappear when real appraised 
values are implemented.

• Tax on cellular phone communications. Caref 
recommends a 1¢ per minute special tax on voice 
communication over cellphones. Assuming an 
average use of 700 minutes a month and 2.2 
million active cellular lines, it could represent 
$185 million in annual revenue until FY 2012. The 
tax wouldn’t apply to data or text messages.

• Voluntary compliance and better oversight. 
To address tax evasion and polish the system, 
Caref recommends taxpayers could voluntarily 
report and pay previously unreported income in 
such areas as personal and corporate income, the 
IVU and other appraised debt as a fi rst stage. 
Once completed, the Treasury Department would 
institute an aggressive audit and tracking program 
to ensure future compliance.

Based on past experience, this measure could 
generate approximately $200 million during the 
six months left of this fi scal year and recurrent 
revenue of $30 million a year.

“Our new Treasury secretary [Juan Carlos Puig] 
has a lot of experience, precisely with the federal 
Internal Revenue Service. Where they have the 
proven mechanisms to increase tax collections, 
we will achieve great cooperation, so necessary 
on the federal, state and municipal government 
levels to ensure we have the right person to do 
what needs to be done,” Fortuño said.

“Coincidentally, we chose correctly. The report 
mentions the need and desirability to put greater 
emphasis on the IVU collection. The number 
heard on the streets is about a 65% IVU collection, 
when the average in other jurisdictions is over 
80%. In other words, many people are charging 
the IVU, but aren’t paying it to Hacienda. That, 
obviously, has to change,” Fortuño added.

• Improve IVU’s capitation. Caref proposes more 
uniformity in IVU fi lings to simplify and improve 
fi ling and compliance. The Treasury Department 
will distribute the appropriate proportion to the 
municipalities. The establishment of a lottery for 
consumers who retain their IVU receipts will also 
improve compliance.

One of the mechanisms used to evade payment 
of the IVU is the use of resale certifi cates. To avoid 
the possibility of double taxation, a tax-credit 
system against IVU payments by the reseller must 
be implemented. These measures could provide 
an additional $75 million and increase to $84 
million in FY 2011.

• Increase capital-gain tax. The advisory council 
also recommends an increase in the capital-gain tax 
to 20% for individuals and 25% for corporations 
and to increase the required possession period 
to six months. Nevertheless, Caref believes the 
revenue potential of this measure will be limited in 
the short- and midterms due to the current situation 
of the real-estate and fi nancial markets.

•  Government spending-control recommenda-
tions to reduce more than $1.2 billion. The gov-
ernment’s structural defi cit exceeds $3 billion 
and can’t be eliminated without reducing gov-
ernment expenses. Government payroll represents 

Continued from page 19

Continued on next page
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approximately 76% of the General Fund. Follow-
ing are some of the recommendations to reduce 
government expenditures:

• Place a moratorium on collective-bargaining 
agreements. Caref recommends a moratorium 
of two years to implement the economic clauses 
of the government’s collective bargaining 
agreements, which could represent a reduction 
of approximately $200 million a year.

• “Freeze the hiring of government employees; 
prohibit the creation of new positions and eliminate 
vacant positions. Under the assumption that out of 
the 179,000 central government employees, 3% 
either retire or change employment each year and 
the cost of a public employee is $30,000 a year, 
this measure could generate annual savings of 
$161 million with a cumulative increase of $616 
million a year by FY 2013,” the report said.

Fortuño said the law states that to honor those 
agreements, the government must identify the 
funds. The government agency heads who signed 
those agreements were irresponsible because they 
deceived the workers.

• Eliminate 33% of transitory, irregular and 
trust positions. In addition, “a 33% reduction of 
transitory, irregular and trust personnel in central 
government agencies could mean an annual 
expense reduction of $113 million. Transitory 
employees make approximately $241 million 
a year. Add to that the $100 million that trust 
personnel make and there is a total of $341 million 
a year,” the report states.

• Eliminate employees hired after July 1, 2008. 
“In respect to the 11,000 positions to be eliminated 
in government, I already made some expressions 
to that effect. The steps we’re going to take with 
employee contracts after July 1, 2008, six months 
ago, we will be announcing these in detail when 
we have concrete steps in that regard. We will 

take all the measures we need to ensure we do 
things correctly. I expressed myself openly about 
this issue on the irresponsibility of knowingly 
contracting people when there was no money to 
pay them. However, this topic has been widely 
discussed; they were contracted by people who 
knew the government had a defi cit but, in due time, 
we’re going to provide details. At this moment, I 
can’t discuss the specifi cs. This will be analyzed 
and we will take whatever measure we need to 
take,” Fortuño added.

According to the report, all employees hired 
after July 1, 2008 should be eliminated. Using an 
estimate of 5,000 employees in this category, and 
assuming an average cost of $30,000, government 
payroll could be reduced by $150 million.

• No more cash payment for ‘sick leave.’ Caref 
recommends that to face the cash-fl ow situation, 
the balance of accumulated “sick leave” time, 
as of December 2008, be liquidated as 
compensatory time.

For subsequent years, the report recommends 
legislation be adopted to eliminate the 
accumulation and liquidation of “sick leave” and 
vacations in excess of the respective 90 and 60 
days. Government employees currently receive 
30 days a year for vacations and 18 days for sick 
leave annually. The balance not used in a year 
can be accumulated for subsequent years up to a 
maximum of 60 to 90 days, respectively.

The excess over 90 days for sick leave, 
accumulated as of Dec. 31 of each year, is paid 
in cash during the fi rst quarter of the next year. In 
2008, the sick-leave payments to public employees 
amounted to approximately $104 million.

• A 10% reduction in government operational 
expenses. Out of the government General Fund 
budget, 70% or approximately $7 billion is 
assigned to operational expenses. If payroll 
expenses are excluded, there is $1.25 billion left, 
so Caref recommends, while a reorganization of 

the executive branch is analyzed and implemented, 
at least a 10% reduction in those expenses be 
implemented.

Among the areas to be reviewed during the 
next 30 days are: professional service contracts, 
advertising expenses, the use of offi cial vehicles, 
drivers and cellphones, the acquisition of new 
computer programs and reduction of electricity 
consumption.

According to the proposal on government 
agency consolidation, the operational expenses 
of agencies not involved are approximately $750 
million a year; therefore, a 10% reduction would 
mean a savings of $75 million.

• Reorganization of the executive branch. 
Caref recommends the consolidation of 44 
government agencies that have a budget of 
$1.358 billion. A 10% reduction of expenses 
could mean savings of approximately $130 
million a year. The government has 122 agencies 
whose functions in many cases are very similar 
or duplicated. In addition, it recommends a full 
revision of government programs by the Offi ce 
of Management & Budget and the application 
of “zero-based budgeting” with the objective to 
reduce spending by an additional $126 million 
a year.

• Cutting funds to the Legislature. Caref also 
proposes a cost reduction at the Legislature. The 
Legislature receives approximately $130 million a 
year from the General Fund. A study conducted by 
MIDA in 2003 revealed the fi nancial remuneration 
of legislators in Puerto Rico and the number of 
employees assigned are many times higher than 
those in state legislatures in the U.S.

Measures such as a reduction in the number of 
legislators and the number of individual advisers 
should be implemented. Nevertheless, in the 
short term, expenses must also be reduced by 
10%, which could mean a savings of $13 million 
a year.

• Political parties. Caref also proposes a reduction 
of public funds used by political parties, which 
could reach $34 million during a four-year term. 
There is an allocation of $300,000 per political 
party in nonelection years and $7.6 million during 
an election year.

• Exclusion of UPR from revenue-raising mea-
sures. The report also proposes the exclusion of 
University of Puerto Rico (UPR) from allocations 
from any government-revenue increase beyond its 
average 9.6% allocation from the General Fund 
budget. The UPR budget for FY ’09 is $873 mil-
lion. Due to the reduction in revenue to the General 
Fund, it is estimated that UPR’s average annual 
revenue would decrease by approximately $94 
million.

• Cut municipal subsidies by half. Municipal 
governments receive 2.5% of the General Fund, 
plus 35% of revenue generated by the lotteries 
up to $26 million. For the current fi scal year, the 
assignment for municipalities from the General 
Fund amounts to $374 million.

Caref recommends—considering IVU revenue 
collected by the municipalities and the urgency of 

Continued from previous page
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BY LAWSON D. THURSTON
lawson@caribbeanbusinesspr.com

The much-anticipated Sixth Annual 
Interphex Puerto Rico Conference 

& Exhibition, the island’s top pharma-
ceutical and biopharmaceutical con-
ference and exhibition, returns to the 
island Jan. 29-30 at the Puerto Rico 
Convention Center.

Industry insiders say that because of 
the tough economic conditions, it is 
important to get out and participate in an 
event like Interphex since it brings the 
whole industry together and provides a 
good barometer of current challenges 
and opportunities, including forging 
important networking connections.

“This event has grown dramatically 
over the years. This year, we have 
seen an increase in the number of 
individuals registering for the event 
(last year more than 7000 attended) 
and the majority of people planning to attend have 
registered much earlier than in years past, which 
is signifi cant. In these tough economic times, 
people want to continue to educate themselves, 
network with others in the industry and it is even 
more important to get out and promote business,” 
said Ivan Lugo, executive director of the Induniv 
research consortium, a nonprofi t organization 
representing the industry, government and 
academic sectors.

“Advancements in technology, biologics 
and medical devices continue to redefi ne the 
parameters of our industry, while challenging 
global economic conditions require a new level 
of innovation and foresight. Puerto Rico can’t 
escape these trends and must be prepared to 
compete in a changing globalized economy,” 
said Kevin Richards, vice president of Reed Life 
Sciences, a division of Reed Exhibitions, which 
produces the event in Puerto Rico.

As Puerto Rico’s largest life-sciences 

manufacturing event, Interphex Puerto Rico 
last year was named one of the fastest-growing 
tradeshows in the U.S. by the leading trade 
publication Tradeshow Week. It is one of a series 
of Interphex global events known as respected 
sources of innovation, education and professional 
advancement in the pharmaceutical industry, 
from process development through delivery to 
market.

“Many of the educational tracks featured this 
year will center on increasing productivity and 
effi ciency. We need to be more competitive, better 
than anyone else, and utilize our know-how and 
assets to get to the next level of competitiveness. 
We need technology, people with the right 
skills and competencies, but also with the right 
attitudes and understanding of productivity and 
compliance,” Lugo said.

Responding to requests from industry, the 2009 
Conference & Exhibition will include new features, 
such as automation training for technician-level 
professionals, and a new energy-effi ciency 

conference track that will highlight 
“green” options for Puerto Rico’s life 
sciences industry and best practices from 
industry leaders. Also featured will be a 
new local supplier solutions showcase—a 
special new section highlighting local 
vendors who have never exhibited at the 
event before, as well as a new exhibitor 
innovation theater—offering a series of 
ongoing presentations on new technology 
and innovation by leading exhibitors.

This event is co-located with Medical 
Device Puerto Rico, serving the needs 
of medical-device manufacturing 
professionals and features Supply Chain 
& Logistics, designed for procurement, 
logistics, warehousing, material handling 
and supply-chain professionals.

“Attending Interphex and Medical 
Device Puerto Rico is more important than 
ever. It’s an investment that allows you to 
keep up in today’s challenging markets 
and tough economic environments. You 

don’t have to leave the island to fi nd opportunities 
for education, training, networking and marketing. 
You can do it right here in Puerto Rico!!” Richards 
added.

“We have to be a catalyst and always in the 
forefront of change. In the past, we used to be 
the recipients of technologies, instructions and 
products. Now, we need to be the generators of 
change; we have the competency to do that, and 
Interphex is a perfect setting to put all this into 
perspective,” Lugo concluded.

Last year, more than 400 leading industry 
suppliers participated in the two-day exhibition 
area, which was visited by 7,109 industry 
professionals.

Reed Life Sciences delivers infl uential leaders 
in life sciences through unique combinations of 
conferences, exhibitions, workshops, partnering 
opportunities and networking events. Reed 
Exhibitions manages more than 450 trade shows 
annually worldwide. �

Interphex returns to Puerto Rico
Conference registrations up this year; educational tracks to focus on productivity,
effi ciency; tough economy makes participation, networking even more important 

LAWSON D. THURSTON
lawson@caribbeanbusinesspr.com

Solar-energy company First Energy Puerto 
Rico Inc. recently established operations on 

the island as an exclusive distributor and installer 
of Flexlight solar-laminate panels for industrial 
and residential use. The system can produce up 

to 20% more energy under real-world operating 
conditions than a crystalline system of the same 
size.

The system, because of its design on fl exible 
laminate, which is fi ve times lighter than traditional 
panels, is attached directly to roof surfaces with 
an adhesive without requiring structural work or 
roof penetration.

It is the only system able to withstand 200 mile 
per hour hurricane-force winds.

“These panels are really the only ones that 
are hurricane-resistant, and are virtually 
indestructible. They tested these fl exi-panels with 
winds up to 200 mph, and the roof actually failed 
before the [solar] panels did. In addition, they are 

First Energy Puerto Rico Inc. established on the island
Introduces Flexlight solar-laminate panels that are 20% more effi cient,

able to withstand 200 MPH winds; tax credits available with more planned

Continued on next page

Interphex Puerto Rico last year was named one of the fastest-growing trade 
shows in the U.S. by the leading trade publication Tradeshow Week.



BY CARLOS ROMERO BARCELÓ

Editor’s note: This 
column was written and 
submitted before the recent 
appointments of Carlos 
Chardón, Jaime Rivera 
Dueño and Miguel Cordero 
as secretaries of Education 
and Health and executive 
director of the Puerto Rico 
Electric Power Authority, 

respectively.
Luis Fortuño and the New Progressive Party 

(NPP) offered and ran on a promise of “change.” 
His candidacy spoke about change. His demeanor 
and his acts set him apart from other gubernatorial 
candidates. He is, along with Pedro Rosselló when 
he ran in 1992, the only other candidate to have 
run for governor before having run for, or occupied 
any other elected position in the government of 
Puerto Rico. (Sánchez Vilella was mayor of San 
Juan during the ’40s.)

The majority of the people in Puerto Rico wanted 
just that: a governor who couldn’t be labeled a 
“politician,” but who had some experience in 
government. As a result, and for many other 
reasons, including Acevedo Vilá’s federal 
indictment, Fortuño won by a landslide. He won 
by the largest margin since the early ’60s.

So far, he has acted as the voters wanted to see 
him act. With very few exceptions, most of the 
people he has nominated have outstanding creden-
tials or a solid performance in private enterprise. 
There is, however, a growing concern that he needs 
to balance his cabinet and his administration with 
“gray-haired” nominees, who have more govern-
ment experience and “street smarts.”

He has made it clear that his administration 
won’t persecute our political rivals. However, he 
has also made it clear that his administration will 
prosecute all government offi cials who are found 
to have violated the law, such as those who have 
knowingly and illegally entered into contracts, 
made appointments, promotions or spent more 
than budgeted in complete disregard of the law. 
Of course, his administration will also prosecute 
those who have used their offi ce to extort money 
from suppliers or contractors for personal benefi t 
or political purposes. The public expects no less.

Of all the things the people expect from Fortuño, 
none is more important than the public expecta-
tion for an economic recovery. The people believe 
Fortuño can and will turn things around. I, too, 
believe he can stimulate our economy. However, 
to do so, he must design his economic-recovery 
plan around middle-class and blue- and white-
collar workers, not around bankers, supermarket 
and store-chain owners, stockbrokers and tax-ex-
empt companies’ CPAs and lawyers. One thing is 
the national economic recovery plan. Another is 
a state or territory’s economic-recovery plan. Our 
economic recovery can’t be achieved separately 

from the nation’s economic recovery unless we 
help those who have been hurt the most by our 
locally produced and motivated recession.

The most-discussed and -talked-about campaign 
promise during the month before Nov. 4 was the 
promise to give tax relief to blue-collar and white-
collar employees and the middle-class. However, 
everything we have heard so far about the plan for 
economic recovery, to be proposed by the commit-
tee appointed by Fortuño, won’t provide relief to 
those who need it most. The information available 
indicates the plan will propose the type of solu-
tions that have been espoused by the failed Popular 
Democratic Party administrations.

If Fortuño were to adopt such a plan—which I 
believe he won’t—the lower-income and middle-
income groups wouldn’t be relieved fi nancially. 
On the contrary, they would suffer even more than 
they are now. If they are thrown into a worse eco-
nomic quagmire, our whole economy will dete-
riorate further instead of improving.

I realize it is easier to criticize than to conceive 
or create. If I criticize, I should have a proposal. 
To propose a full economic-recovery plan that 
addresses all important aspects of the economy, 
I would need a team of researchers, economists 
and other professionals to provide the data and 
necessary information. However, because I was 
San Juan mayor for eight years, I dealt with the 
budget of Puerto Rico’s largest city and its eco-
nomic development and, as governor for another 
eight years, with the island’s state budget and the 
territory’s economy, I am confi dent I can propose 
a tax-relief plan that would defi nitely stimulate 
the local economy. Not only would it benefi t ev-
eryone, it would give substantial fi nancial relief 
to those who need it most.

I am convinced we not only can but must pro-
vide tax relief, as promised, to lower-income 
and middle-class workers. I am also convinced 
tax relief, such as I propose, would stimulate the 
economy as no other plan can. Why? Because all 
the tax forgiveness I propose would go back into 
the economy right away and become an economic 
multiplier. Sales of goods and services would in-
crease so much that the feared tax-revenue loss 
would be recovered through increased economic 
activity.

The tax-relief plan I propose is: Leave all tax 
rates as they are, but increase basic deductions, 
which will be the same for all taxpayers, but the 
middle- and lower-income groups would propor-
tionately be favored more. How?

•  Increase the personal deduction from $1,500 
to $4,000;

• Increase the married couple and head of house-
hold deduction from $3,000 to $8,000;

• Increase dependent deductions from $1,300 to 
$3,500;

• Allow a full deduction for the cost of individual 
or family health plans; and

• Increase deductions for personal or dependents’ 
education.

All taxpayers would receive equal treatment. The 
middle-class would benefi t much more, propor-
tionately. A married couple with three dependents, 
whose net taxable income is now $25,000, with 
my suggested deductions, would have a net tax-
able income of approximately $10,000 and would 
pay no income taxes.

A married couple with three children and a net 
taxable income of $100,000 would have an ad-
ditional deduction of $15,000 and net taxable in-
come of $85,000. The couple would have a tax 
savings of approximately $4,800.

All tax savings, particularly on the middle- and 
lower-income levels, would immediately be spent 
and circulated several times during the year. These 
additional purchases of goods and services would 
defi nitely stimulate the economy.

Another benefi t would be an improved thresh-
old of honesty. As taxpayers feel they are being 
fairly treated, their motivation to commit tax fraud 
becomes less and their willingness to be honest 
increases.

I am aware that most fi nancial analysts would 
be very pessimistic about how the Treasury 
could make up for the lost revenue in income-
tax collections. To address that concern, I have a 
solution whose time has come. My solution is to 
enact a 10% income tax on all corporations and 
manufacturing fi rms that are granted income-tax 
credits, which are so high that they pay very little, 
becoming the so-called tax-exempt companies.

What we need is an industrial-development 
program that provides fi nal and conclusive 
answers and permits to prospective investors in 
25% or less time than it now takes to get them 
from the government. We must also develop a 
program that provides manufacturing industries 
and tourism facilities with electricity subsidies, 
or alternatives for cheaper energy, to make them 
cost competitive. Any fi nancial or tax incentive 
to industry must be based on their number of 
employees and payroll, not on their income.

Our state government can’t keep sponsoring and 
allowing companies that make millions in tax-free 
dollars to create very few jobs and do little or 
no reinvestment in Puerto Rico, while blue- and 
white-collar workers and the middle-class are 
being squeezed dry by taxes.

I have no doubt that such an economic-recovery 
plan would put money on the street faster than 
any other. If that were to happen, the economy 
would improve and Fortuño would strengthen and 
solidify his leadership. �
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Economic recovery plan—for whom? 

Hon. Carlos Romero Barceló is a two-term former 
governor of Puerto Rico (1977-’84), a two-term former 
resident commissioner (1993-2000) and a two-term for-
mer mayor of San Juan (1969-’78). He was president 
of the New Progressive Party for 11 years. He is now 
a consultant involved in real estate, doing business as 
CRB Realty (email: rbarcelo@prtc.net). Comments on 
this article are welcome at caribbeanbusinesspr.com.
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the fi scal crisis faced by the Puerto Rico General 
Fund—that starting next fi scal year, that the general 
fund allocation to municipalities be reduced from 
2.5% to 1.25% of the General Fund, representing 
annual savings of $125 million, and eliminate 
municipal participation in lottery revenue.

• Judicial branch must also participate in 
spending controls. The judicial branch gets a 
4% budget allocation from the General Fund 
and, according to law, it isn’t reduced if average 
collections are cut, as is expected to happen during 
the next two years. An annual 10% reduction 
would represent savings of $35 million a year.

• Tackling Health Reform. The budget assigned 
to the Puerto Rico Health Insurance Administra-
tion (ASES by its Spanish acronym) must be re-
duced. ASES’ FY ’09 budget is $1.495 billion, of 
which approximately $1 billion comes from the 
General Fund, $278 million from federal funds 
(Medicaid) and $212 million from municipalities. 
If the federal government re-evaluates the current 
Medicaid cap and provides Puerto Rico residents 
with equal treatment, it could mean an additional 
$700 million a year.

In the meantime, ASES told the transition 
committee it anticipates a $500 million defi cit 
this fi scal year, elevating the cost to provide health 
insurance to approximately 1.5 million people 
(38% of the population), at a cost of $2 billion, 
which is expected to increase due to the current 
recession.

If ASES’ costs are assumed, they could increase 
at an annual 7% rate (which has been the recent 
historical increase), then the General Fund would 
be faced with a $1 billion defi cit from this line 
item alone.

Caref recommends short-term actions be taken to 
achieve cost effi ciency and reduce costs at ASES 
while a major structural change is implemented.

Considering the General Fund’s fi scal situation, 
and without a guarantee of a substantial increase 
in federal funds, Caref recommends ASES’ fund 
allocation be limited to approximately 20% of 
recurrent revenue to the General Fund.

FINANCIAL RECOMMENDATIONS
Restructure the debt to postpone $300 million 

in annual debt service. The annual debt service 
of general obligation bonds (GOs), which is paid 
from the General Gund, is expected to increase 
from $414 million in FY ’09 to $763 million in 
FY ’10 and stay at more than $700 million a year 
for the next 11 years.

Subject to market conditions, Caref proposes the 
refi nancing of GO bonds to achieve a temporary 
relief in debt service payable in FY ’09 and 
FY ’10. The potential savings, while central 
government fi nances are straightened out, could 
be $300 million a year.

There is also the possibility of restructuring the 
Public Building Authority, which could provide 
cash-fl ow savings of $75 million during FY ’09 
and FY ’10.

• Sell assets at Prifa (AFI). Caref further 
recommends selling the fi nancial assets deposited 
in the “Corpus Account” of the Puerto Rico 
Infrastructure Financing Authority (AFI by its 
Spanish acronym) valued at approximately $1.75 
billion.

The revenue would be used to pay $1.126 billion 
in AFI’s Special Obligation Bonds (Series 2000A 
and 2000B), which repayment is guaranteed by 
such assets; deposit $300 million in the Corpus 
Account with an investment contract with the GDB 
so the principal could grow up to $1 billion by 
2040; and, from the remaining amount, use two-
thirds to pay government operational expenses 
and the remaining third for GDB capitalization.

• $500 million from new lottery games. 
Additional short-term cash fl ow could be obtained 
by monetizing revenue from new lottery games. 
Using a typical fi nancial structure for lottery 
games, providing four times debt service, Caref 
estimates $500 million could be raised to cover 
defi cits in FY ’10 and FY ’11, predicated on 
market and credit-rating agencies acceptance. 
Legislative approval would be required.

TAX-RELIEF MEASURES
• Work tax credit and support to pensioners. 

Caref recommends the evaluation of providing 
a $300 work tax credit and a $300 bonus to 

pensioners ages 65 
and older, who live 
under the poverty 
level, defi ned as 
$15,000 or less per 
couple.

• Reduction of tax 
rates. Although the 
cost hasn’t been 
quantifi ed, Caref 
believes a systemwide 
restructure of the tax 
system is necessary, 
particularly in the 
income-producing 
sector so it stimulates 
work and productive 
investments. Essential 
elements that should 
be included are: 

broadening the tax base, tax-rate reductions at all 
levels, evaluation of tax exemptions, credits and 
special deductions to analyze their effectiveness 
and simplify the system to facilitate compliance 
and oversight by the Treasury Department.

FISCAL STABILITY MEASURES
• Issuance of $4 billion in Cofi na bonds. Law No. 

117 of June 4, 2006 established a 7% Sales & Use 
Tax (IVU by its Spanish acronym). One percent 
is used to pay the so-called extraconstitutional 
debt, 4.5% goes to the General Fund and 1.5% 
goes to the municipalities. Then, Law 56 of July 
5, 2007 authorized the creation of the Puerto 
Rico Sales Tax Financing Corp. (Cofi na by its 
Spanish acronym) and the use of the 1% central 
government allocation of the IVU to repay the 
debt service on bond issuances to cover the 
extraconstitutional debt that was $6.8 billion as 
of June 30, 2006.

Based on this structure, $5.2 billion in Cofi na 
bonds have been issued, leaving $1.6 billion 
in potentially eligible debt to be refi nanced by 
Cofi na bonds.

With the allocation of an additional 1% of the 
IVU to Cofi na, it could issue up to $4 billion that 
could be used to refi nance a substantial part of 
the remaining “extraconstitutional” debt, liberate 
funds at the GDB to increase its liquidity and 
lending capacity and be able to provide long-term 
fi nancing of the FY ’09 defi cit and potentially 
cover costs for comprehensive fi scal reform.

The most signifi cant of these measures is to 
increase by 1% what is being allocated through 
Cofi na, which would result in a $200 million annual 
reduction in the General Fund in subsequent years. 
This isn’t an increase in the IVU, but an additional 
increase to the money already allocated to Cofi na. 
This will also allow the payment of hundreds of 
millions of dollars ($750 million) held back for 
suppliers and nonprofi t organizations, the report 
explained.

This proposal requires legislative approval and 
better management of cash fl ow at the Treasury 
Department since, for the most part, the revenue 
of the fi rst semester of each fi scal year would 
have to be reserved for debt-service payment. 
This potential proposal will also depend on the 
receptivity of potential bond buyers and credit-
rating agencies.

Although Caref considered the possibility of 
increasing the IVU from 7% to 8%, it decided 
against recommending an increase if it becomes 
indispensable in order to issue Cofi na bonds to 
cover the defi cit. Each 1% of the IVU represents 
approximately $200 million a year in revenue.

“The advisory council has already submitted 
its report on public-private partnerships, and the 
only thing it does is give order and guarantee 
transparency in the contracting process to projects 
the previous administration wanted to do. This 
second report arrived just before the start of the 
legislative session. The third one, which will 
contain specifi c economic recommendations, is 
expected sometime in the spring, and we will be 
working as a team with those recommendations,” 
Fortuño concluded. �
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